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I.         AGENCY  INTRODUCTION 


The  Department  of  Medical  Security  (DMS)  was  created  in  1988  to  implement  the  Health 
Security  Act,  frequently  known  as  Chapter  23  or  the  universal  health  care  law. 

The  overall  goal  of  Chapter  23  is  to  ensure  that  all  Massachusetts  residents  have  access  to 
affordable  health  care  by  1992.  Recognizing  that  lack  of  insurance  raises  barriers  to  obtaining  medical 
care  and  makes  people  vulnerable  to  the  threat  of  financial  ruin  from  health  care  costs  if  they  get  sick, 
Chapter  23  is  designed  to  make  insurance,  or  other  medical  coverage,  available  to  all  residents  by  1992. 

The  Department  of  Medical  Security's  mission,  as  stated  in  Chapter  23,  is  to  provide  a 
program  of  insurance  coverage  for  health  care  services  for  persons  in  the  commonwealth  who  are  not 
otherwise  eligible  for  or  covered  by  a  health  insurance  plan. 

A.         PROBLEMS  ADDRESSED  BY  UNIVERSAL  HEALTH  CARE  LEGISLATION 

The  premise  of  Chapter  23  is  that  the  access  of  residents  of  the  Commonwealth  to  basic  health 
care  services  is  a  natural,  essential  and  inalienable  right.  With  health  care  costs  large  and  growing,  health 
insurance  is  central  to  realizing  that  access.  Health  care  costs  are  prohibitive  if  someone  has  to  face 
them  alone  with  no  insurance  or  with  inadequate  insurance. 

1.  Close  to  1  million  Massachusetts  residents  have  inadequate  financial  protection  against 
medical  costs. 

In  1989,  roughly  15  percent  of  the  Massachusetts  residents  are  without  adequate  financial 
protection  against  illness:  8  percent  have  no  health  insurance  at  all;  they  have  no  private  insurance  and 
are  not  covered  by  government  programs  such  as  Medicaid  or  Medicare. 

Another  7  percent  of  Massachusetts  residents  are  underuninsured-they  have  health  insurance 
but  it  is  inadequate  because  they  paid  more  than  10  percent  of  their  income  on  medical  bills  last  year. 

In  western  Massachusetts,  the  risk  of  being  uninsured  is  almost  twice  as  high  as  the  statewide 
average:  15  percent  of  the  population  has  no  insurance.  When  this  number  is  added  to  the  9  percent 
of  the  region's  population  that  is  underinsured,  we  find  that  almost  one-quarter  of  the  residents  of  the 
four  western  counties  is  without  adequate  financial  protection  against  medical  costs. 

2.  The  lack  of  health  insurance  creates  strong  barriers  to  medical  care. 

Uninsured  Massachusetts  residents  tend  to  be  in  poorer  health  than  insured  residents.  Eleven 
percent  of  the  uninsured  versus  only  six  percent  of  the  insured  report  themselves  to  be  in  poor  or  fair 
health.  While  only  7  percent  of  insured  persons  say  they  have  a  disability  which  limits  their  activities. 
16  percent  of  the  uninsured  report  such  a  disability.  And  uninsured  residents  are  somewhat  more  likely 
to  report  a  serious  or  chronic  illness  than  insured  residents:  29  percent  versus  25  percent. 

But  despite  being  in  poorer  health,  the  uninsured  use  substantially  fewer  health  care  services 
than  the  insured.  Forty-seven  percent  of  uninsured  persons  with  chronic  or  serious  illnesses  did  not 
see  a  physician  for  this  problem  at  least  once  during  the  year  prior  to  the  survey,  compared  with  onl> 
18  percent  of  insured  persons  with  these  illnesses.  Similarly,  only  29  percent  of  insured  persons  who 
over  the  previous  thirty  days  had  experienced  a  serous  medical  problems  did  not  seek  medical  attention 
in  comparison  with  51  percent  of  insured  persons.  Overall,  uninsured  adults  saw  physicians  29  percent 
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less  frequently  and  were  hospitalized  13  percent  less  often  than  insured  adults.  Uninsured  children,  who 
were  found  to  have  a  similar  rate  of  ill  health  as  insured  children,  saw  doctors  50  percent  less  frequently 
than  the  children  with  insurance. 

3.         The  hospital  uncompensated  care  pool,  while  providing  an  important  safety  net  for  the 
uninsured  and  underinsured,  is  not  by  itself  adequate  to  meet  the  needs  of  these  groups. 

The  hospital  uncompensated  care  pool  was  created  in  1985  as  a  mechanism  for  ensuring  access 
to  hospital  care  for  those  who  cannot  afford  to  pay  and  for  spreading  the  burden  for  uncompensated 
care  equitably  across  acute  care  hospitals  in  the  Commonwealth.  Uncompensated  care  includes  both 
free  care—care  provided  without  charge  to  people  with  limited  incomes--and  bad  debt-bills  on  which 
the  hospitals  has  not  been  able  to  collect  the  full  amount  owed.  Prior  to  Chapter  23,  the 
uncompensated  care  pool  was  the  primary  mechanism  for  serving  the  uninsured  and  underinsured  in 
Massachusetts. 

The  uncompensated  care  pool  provides  an  important  safety  net  for  people  with  inadequate 
insurance  protection.  But  the  pool  by  itself  is  not  a  substitute  for  universal  health  care.  It  falls  short 
is  three  ways: 

*  It  does  not  solve  the  access  problems  of  uninsured  residents.  Despite  the  existence 

of  the  pool,  uninsured  residents  go  without  needed  medical  care,  as  described  above. 

►  The  financing  of  the  pool  places  an  unfair  burden  on  employers  who  offer  health 

insurance  to  their  workers.  The  pool  is  funded  with  surcharges  on  private  insurance. 
This  means  that  employers  who  offer  health  insurance  are  not  only  supporting  the 
health  care  costs  for  their  own  workers,  but  also  of  their  competitors  who  do  not  offer 
insurance  and  whose  workers  therefore  rely  on  the  pool  when  they  get  sick.  More 
than  10  percent  of  every  hospital  bill  paid  goes  for  the  cost  of  such  care. 

»  Hospitals  are  expensive  and  inappropriate  settings  for  much  medical  care.  Pool  costs 

are  currently  approaching  $400  million.  When  the  pool  is  the  major  point  of  access 
for  health  care  for  the  uninsured,  it  forces  people  to  go  to  hospitals  for  care  that  could 
better  be  delivered  in  physicians  offices  or  other  non-hospital  locations;  it  also  works 
against  effective  management  of  care. 

B.         PRINCIPLES  OF  THE  HEALTH  SECURITY  A  CT 

The  goal  of  the  Health  Security  Act  u  to  ensure  that  Massachusetts  residents  have  access  to 
affordable  health  care.  To  achieve  this  goal,  ihc  law  is  designed  and  has  been  implemented  on  the  basis 
of  six  principles: 

1.         Expansion  of  the  employer-based  systeoi 

Most  Americans-and  most  Massachusetts  residents-obtain  their  health  insurance  through  their 
employers.  Yet  not  all  employers  offer  health  insurance:  fully  84  percent  of  the  uninsured  are  working 
people  and  their  families.  Chapter  23  is  based  on  the  premise  that  the  most  practical  way  to  close  the 
gap  of  uninsurance  in  Massachusetts  is  to  extend  the  employer-based  system. 
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Chapter  23  initially  encourages,  and  later  requires,  employers  to  contribute  to  health  insurance 
for  their  employees.  Beginning  in  1992,  most  employers  who  do  no!  offer  health  insurance  will  be 
subject  to  an  annual  contribution  of  12  percent  of  each  employee's  wages  up  to  a  maximum  of  $14,000; 
the  maximum  contribution  per  employee  will  be  $1680  per  employee.  Employers  do  not  have  to 
contribute  for  employees  who  have  other  health  insurance  coverage,  work  less  than  20  hours  per  work, 
or  work  in  temporary  or  seasonal  jobs.  Employees  of  employers  who  pay  the  contribution  can  purchase 
health  insurance  through  the  Department  of  Medical  Security. 

Employers  who  offer  health  insurance  will  be  able  to  deduct  the  cost  from  the  required 
contribution.  Therefore,  most  employers  who  offer  health  insurance  will  not  have  to  contribute. 

The  law  recognizes  that  these  requirements  may  be  difficult  for  some  businesses  to  meet.  To 
offset  those  difficulties,  it  exempts  new  businesses  in  their  first  year  of  operation  and  businesses  with 
fewer  than  six  employees.  It  also  establishes  a  hardship  trust  fund  to  help  pay  the  contribution  of  those 
businesses  for  whom  the  contribution  would  exceed  five  percent  of  their  annual  gross  revenue. 

2.  Equitable  access  to  health  care  services  and  reduction  of  burden  on  businesses  already 
providing  health  insurance 

Under  Chapter  23,  the  hospital  uncompensated  care  pool  continues  to  play  an  important  for 
the  uninsured  and  underinsured  in  Massachusetts:  it  provides  an  important  safety  net  of  care  and 
minimizes  hospital  practices  of  turning  away  people  without  health  insurance.  But  the  pool  does  not 
fully  solve  the  access  problems;  it  encourages  medical  care  to  be  provided  in  expensive  hospital  settings; 
and  it  places  an  unfair  burden  on  businesses  that  do  provide  insurance. 

Chapter  23  is  designed  to  reduce  the  reliance  on  the  uncompensated  care  pool  by  increasing 
the  number  of  people  with  insurance.  For  newly  insured  individuals,  this  will  mean  full  access  to 
medical  care  in  the  most  cost  effective  settings.  For  businesses,  it  will  mean  a  more  equitable  spreading 
of  the  burden  for  covering  the  medical  costs  of  employees  across  more  businesses. 

3.  Comprehensive  insurance  reform 

As  health  care  costs  continue  to  rise,  providing  health  insurance  becomes  increasing  problematic 
for  many  employers.  Small  business  employers—those  with  25  or  fewer  workers— are  especially 
threatened.  Typically,  small  businesses  pay  more  for  health  insurance  than  large  businesses;  they  have 
difficulty  obtaining  insurance  if  some  of  their  employees  are  at  risk  of  being  sick;  and  they  may  face 
substantial  rate  increases  if  any  of  their  employees  actually  become  ill.  Even  small  businesses  that  are 
offering  insurance  coverage  to  their  workers  are  finding  it  more  and  more  difficult  to  continue. 

While  insurance  reform  is  not  an  explicit  part  of  Chapter  23,  it  is  clear  that  universal  health  care 
based  employer  mandates  cannot  succeed  if  employers  cannot  obtain  adequate  and  affordable  health 
insurance.  It  is  unfair  to  require  employer  participation  in  an  insurance  system  that  inequitable  and 
unavailable  to  those  who  need  it  most.  Reform  of  the  small  business  insurance  market,  then,  is  a  key 
ingredient  to  implementing  universal  health  care.  The  Department  of  Medical  Security,  though  its  small 
business  advisory  board,  is  working  with  business  people  and  insurers  to  develop  legislation  to  effect  i  he 
needed  reforms. 

4.  Recognition  of  the  uninsured  as  a  heterogeneous  group 

Expanding  employer-sponsored  health  insurance  is  important— it  takes  us  a  long  way  toward 
universal  health  care.  But  some  residents  will  not  be  able  to  get  insurance  through  an  employer  V>t 
everyone  is  working. 
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Chapter  23  recognizes  the  wide  variety  of  people  included  under  the  label  "uninsured"  by 
targeting  special  groups.  It  also  gives  special  emphasis  to  those  groups  by  mandating  programs  for  them 
beginning  earlier  than  the  employer  mandate.  Specifically,  the  law  targets: 

►  Pregnant  women  and  young  children  by  continuing  Healthy  Start  (administered  by  the 
Department  of  Public  Health)  and  expanding  Medicaid  (administered  by  the 
Department  of  Public  Welfare)  in  1988; 

*         People  moving  from  welfare  to  work,  working  disabled  adults,  disabled  children  are 

provided  with  medical  coverage  through  CommonHealth  beginning  in  July  of  1988 
(administered  by  the  Department  of  Public  Welfare); 

►  College  and  university  students,  enrolled  at  least  three-quarters  time,  are  required  to 
purchase  health  insurance  through  their  schools  beginning  in  September  of  1989; 

»  Unemployed  workers  collecting  unemployment  benefits  may  obtain  medical  coverage, 

beginning  in  July  of  1990,  through  the  Department  of  Medical  Security  if  their  family 
income  while  working  was  less  than  300  percent  of  the  federal  poverty  level  ($31,680 
for  a  family  of  three); 

+  General  relief  recipients  will  be  covered  for  acute  hospital  care,  where  possible 
through  managed  care  plans,  in  1991. 

In  1992,  when  the  law  is  fully  implemented,  any  Massachusetts  resident  who  cannot  obtain 
insurance  through  their  employer— or  the  employer  of  a  family  member-will  be  able  to  purchase 
coverage  through  the  Department  of  Medical  Security. 

5.         Incremental  change 

Under  Chapter  23,  universal  health  care  is  being  implemented  gradually  over  four  years, 
between  1988  and  1992.  It  is  by  design  incremental  in  four  ways. 

First,  the  law  calls  for  different  programs  to  be  implemented  at  different  times.  As  described 
above,  programs  for  special  populations  have  been  introduced  each  year  since  the  law  passed  in  1988. 
The  full  employer  mandate  will  not  go  into  effect  until  1992. 

Second,  Chapter  23  directs  the  Department  to  establish  phase-in  initiatives  to  test  the 
alternative  methods  of  providing  health  insurance  plans,  particularly  managed  health  care  plans,  to 
persons  lacking  health  insurance.  The  Department  has  contracted  with  four  health  maintenance 
organizations  and  one  preferred  provider  organization  for  the  first  round  of  phase-in  initiatives. 

Third,  the  law  calls  for  studies  to  structure  learning  to  provide  an  informed  basis  for  full 
implementation.  The  Department  has  completed  mandated  studies  of  the  small  business  insurance 
market  and  of  uninsured  and  underinsured  residents  of  the  Commonwealth. 

Fourth,  the  law  also  contains  requirements  for  evaluations  and  check  points  to  ensure  that 
implementation  is  moving  in  the  right  direction.  For  example,  it  explicitly  calls  for  evaluations  of  the 
phase  in  initiatives  and  the  voluntary  incentives  (such  as  tax  credits)  by  July  1991,  as  well  as  an 
evaluation  of  the  overall  impact  of  the  programs  authorized  under  Chapter  23  on  the  availability  of 
health  care  for  the  uninsured  by  January  1993.  The  law  also  directs  the  Department  and  its  Small 
Business  Advisory  Board  to  make  recommendations  to  the  Legislature  by  July  1991  about  the 
effectiveness  of  the  voluntary  incentives  and  any  desirable  statutory  changes,including  repeal  or 
postponement  of  the  employer  mandate. 
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6.         Expansion  of  government's  role  to  support  private  sector  efforts 

First,  the  state  will  play  a  key  role  in  offering  affordable  medical  coverage  to  people  who  cannot 
obtain  insurance  through  their  employers—working  people  whose  employers  contribute  to  the  Medical 
Security  Trust  fund  instead  of  offer  insurance  directly,  part-time  and  seasonal  workers,  or  workers  in 
firms  with  fewer  than  six  employees,  whose  employers  are  exempt  from  contributions;  or  people  who 
are  not  working.  All  of  these  individuals  will  be  eligible  to  purchase  insurance  from  the  private  sector 
through  the  Department  of  Medical  Security  with  premiums  based  on  their  ability  to  pay. 

Second,  the  state  since  1988  has  played  a  central  role  in  managing  the  hospital  uncompensated 
care  pool.  The  Department  of  Medical  Security  is  managing  the  pool  to  control  the  overall  costs  of  the 
pool  by  ensuring  appropriate  utilization  of  hospital  services.  More  specifically,  the  Department  has 
issued  regulations  1)  to  protect  access  to  free  care  to  ensure  coverage  to  hospital  patients  who  cannot 
afford  to  pay,  and  2)  to  hold  hospital  accountable  for  limiting  the  bad  debt  changed  to  the  pool.  The 
Department  has  also  contracted  for  financial  audits  of  the  pool  and  is  developing  utilization  reviews  and 
managed  care  initiatives  to  control  the  use  of  the  pool  and  where  appropriate  divert  pool  users  to  other, 
less  expensive  settings  than  hospitals  for  their  care. 

C.         PROGRAM  STATUS 

1.  Phase-in  Initiatives/CenterCare  --  are  demonstration  programs  designed  to  test  alternative 
methods  of  offering  medical  coverage  to  the  previously  uninsured.  The  phase  ins  are  targeted 
primarily  to  businesses  with  fewer  than  25  employees  that  have  not  offered  insurance  to  their 
employees  in  the  previous  year.  CenterCare  Currently  7200  individuals  are  enrolled  in  these 
programs. 

2.  The  Health  Security  Plan  —  is  designed  to  provide  health  insurance  to  unemployed  workers 
with  family  incomes  below  300  percent  of  the  federal  poverty  level  who  are  receiving 
unemployment  benefits.  At  full  enrollment,  the  expected  enrollment  will  be  15,000  UI 
claimants,  or  30,000  individuals  including  their  family  members.  Current  enrollment,  after  three 
months  of  operation,  is  more  than  6600  individuals. 

3.  Student  Health  Program  -  requires  all  full-  and  three  quarters-time  students  enrolled  in  a 
college  or  university  in  Massachusetts  to  participate  in  a  qualifying  student  health  insurance 
plan.  In  the  spring  of  1990,  over  286,000  student  were  required  to  participate  in  the  plan. 

4.  CommonHealth  —  provides  medical  coverage  to  disabled  workers,  disabled  children  and  people 
leaving  welfare  to  go  to  work.  Administered  by  the  Department  of  Public  Welfare,  the  program 
has  served  20,650  individuals  since  it  began  in  mid-1988. 

5.  Uncompensated  care  pool  -  is  a  mechanism  to  distribute  equitably  across  hospitals  the  financial 
burden  of  bad  debt  and  free  care.  For  the  most  recently  completed  hospital  fiscal  year 
(HFY90),  pool  costs  are  estimated  to  exceed  the  private  sector  cap  by  $50  to  $69  million;  the 
bad  debt  standards  are  expected  to  reduce  pool  costs  by  $52  to  $58  million  over  what  they 
would  have  been  otherwise. 

6.  Labor  shortage  fund  ~  is  intended  to  finance  and  develop  programs  that  address  labor 
shortages  facing  hospitals.  The  Department  has  funded  28  programs  to  date  with  awards 
totalling  $2.7  million. 
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U.        ADMINISTRATIVE  MANAGEMENT 


A.  LEGAL 

1.         Legislative  Mandate 

The  Department  of  Medical  Security  (DMS)  was  established  as  part  of  Chapter  23  of  the  Acts 
of  1988,  commonly  known  as  the  Health  Security  Act  or  the  Universal  Health  Care  Law.  St.  1988,  c.23, 
s.45.  The  Department's  enabling  legislation  is  codified  in  Chapter  118F  of  the  General  Laws. 

The  basic  mission  of  the  Department  is  to  ensure  that  all  residents  of  the  Commonwealth  have 
access  to  health  insurance  coverage  at  affordable  rates.  The  Department  is  charged  with  the 
responsibility  of  establishing  a  program  of  health  insurance  coverage  for  all  residents  of  the 
Commonwealth  who  are  not  otherwise  eligible  for  or  covered  by  a  health  insurance  plan  or  other  health 
benefit  program.  G.L.C.118F,  ss.l,  3. 

Chapter  23  provides  for  gradual  expansion  of  health  insurance  coverage  to  uninsured  groups 
over  a  period  of  four  years,  beginning  in  July  1988  and  continuing  through  April  1992.  The 
implementation  schedule  set  forth  in  the  statute  provides  for  the  following  major  programs: 

O  In  July  1988,  disabled  working  adults,  disabled  children  and  welfare  recipients  who  go 
to  work  began  to  obtain  primary  and  supplemental  health  insurance  through  the 
CommonHealth  Program  administered  by  the  Department  of  Public  Welfare. 
G.L.C.118E,  ss.lA,  IB,  6A,  6B;  G.L.C.118F,  s.  19(2). 

o  During  1988  and  1989,  DMS  established  phase-in  initiatives  to  test  alternative  methods 
of  expanding  health  insurance  coverage  to  the  uninsured.  G.L.C.118F,  ss.  10, 19(2)  and 
(4). 

o  On  October  1, 1988,  DMS  assumed  responsibility  for  management  of  the  acute  hospital 
uncompensated  care  pool  previously  administered  by  the  Rate  Setting  Commission. 
G.L.C.118F,  ss.15,  19(3). 

O  As  of  September  1,  1989,  all  college  and  university  students  enrolled  in  Massachusetts 
institutions  of  higher  education  must  participate  in  a  qualifying  student  health 
insurance  program  pursuant  to  DMS  regulations.  G.L.C.15A,  s.7B;  G.L.C.118F,  s. 
19(5). 

o  Beginning  in  1990,  a  two-year  tax  credit  is  available  to  businesses  that  did  not 
previously  offer  health  insurance  to  their  employees  for  a  prescribed  three-year  period 
G.L.c.62,  s.  6(f);  G.L.c.63,  s.  31E;  G.L.C.118F,  s.  19(4). 

O  On  April  1,  1990,  recipients  of  unemployment  insurance  are  eligible  to  participate  in 
a  health  insurance  program  for  the  unemployed  administered  by  DMS  and  funded 
through  an  assessment  on  employers  of  six  or  more  employees.  G.L.C.118F,  ss.  9, 
19(6);  G.L.C.151A,  s.  14G(a). 
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As  of  January  1,  1991,  the  Commonwealth  is  to  assume  responsibility  for  the  cost  of 
hospital  care  for  General  Relief  recipients.  G.L.C.118F,  s.19(7). 


o  Beginning  in  January  1992,  employers  of  six  or  more  employees  are  required  to 
contribute  $1.680  per  employee  to  a  DMS-administered  trust  fund  for  the  benefit  of 
their  full-time,  permanent  employees.  Employers  who  already  contribute  toward  their 
employees'  health  coverage  are  allowed  to  deduct  an  amount  equal  to  those 
expenditures.  G.L.C.118F,  s.  19(9);  G.L.C.L51A,  s.l4G(b). 

O  As  of  April  1,  1992,  all  employees  of  employers  who  do  not  provide  health  insurance 
and  all  other  ynjasyxgd,  residents  of  the  Commonwealth  may  obtain  health  coverage 
through  programs  administered  by  DMS.  G.L.C.118F,  ss.  8,  9,  19(9). 

Other  collateral  responsibilities  of  the  Department  include  the  conduct  of  various  studies  designed  to 
improve  our  understanding  of  the  problems  of  the  uninsured  and  to  find  workable  solutions;  the 
administration  of  a  fund  to  address  the  critical  labor  shortages  facing  hospitals;  and  the  distribution  of 
uncompensated  care  funds  to  community  health  centers. 

2         Pending  Litigation 

The  only  major  lawsuit  against  the  Department  is  Massachusetts  Hospital  Association,  et  al. 
v.  Department  of  Medical  Security  et  al..  No.  90-3298C  (Suffolk  Superior  Court,  filed  June  7,  1990). 
In  this  action  ,  plaintiffs  challenge  the  bad  debt  performance  standards  promulgated  by  the 
Department  in  order  to  improve  hospitals'  efforts  to  collect  bad  debts  reimbursable  through  the 
uncompensated  care  pool.  G.L.C.118F,  s.  15.  The  plaintiffs'  challenge  is  based  on  statutory  and 
constitutional  grounds.  The  bad  debt  standards  save  the  uncompensated  care  pool  between  $40  and  60 
million  annually. 

The  parties  are  still  engaged  in  pre-trial  discovery,  with  depositions  scheduled  into  early 
December.  The  plaintiffs  also  recently  prepared  for  filing  a  motion  for  summary  judgement  on  one  of 
their  statutory  claims.  The  Department  is  now  drafting  its  response.  Although  predicting  the  results 
of  legislation  is  very  hazardous,  the  Department  is  confident  that  it  has  sufficient  authority  to  enact  these 
regulations  and  that  the  regulations  themselves  will  be  upheld. 

JL         Consent  Decrees 

None 

4.         Other  Issues 

An  important  issue  that  is  likely  to  be  litigated  as  the  employer  mandate  approaches  is  whether 
the  $1,680  medical  security  contribution  required  of  employers  under  G.L.C.151A,  s.l4G(b),  violates  the 
pre-emption  clause  of  the  Employee  Retirement  Income  Security  Act,  29  U.S.C.1144.  The  issue  was 
carefully  researched  and  considered  prior  to  the  enactment  of  Chapter  23.  While  the  outcome  of  such 
litigation  is  difficult  to  predict,  the  Department  can  make  a  series  of  very  strong  arguments  to  defind 
the  employer  mandate  against  an  ERISA  challenge. 
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B.  FISCAL 


1.         Budget  Summary,  FY  '88  -  FY  '91 
See  Attached  Sheet 


2-5.       Not  Applicable 
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BUDGET  SUMMARY  FY'88-FY'91 


AGENCY:  DEPARTMENT  OF  MEDICAL  SECURITY 
CONTACT:  SHEILA  R.  MORRISON 

TELEPHONE:  (617)727-8300  13-Nov-90 


ACCT  NAME  ACCT# 

FY"88 

FY88       REVERSIONS/  FY88 
APPROP        SAVINGS  SPENDING 

FY'89 

FY'89      REVERSIONS/  FY'89 
APPROP        SAVINGS  SPENDING 

FY90 

FY'90      REVERSIONS/  FY'90 
APPROP        SAVINGS  SPENDING 

FY'91             FY'91  FY'91 
APPROP        SAVINGS  SPENDING 

VARIANCE 
FY'91  AVAIL 
-FY'88  APPROP 

APPROPRIATIONS 

Administration  4600-1000 
Uncomp  Care  Pool.  State  Supplement  4000-1050 
Uncomp  Care  Pool,  Community  Health  Cent  4000-1060 
Phase-In  Health  Insurance  ■•"  4000-1300 

938.000  707.210 

♦  10.000.000  587.90.' 
+  0.516.937  0 

♦  5.000.000        (1.000.000)  0 

1.885.000         (270.250)  1.382.769 
+  500.000              (25.000)  1.206.759 
♦        0  2.974.999 
12,000.000       (5.000,000)  223,028 

1.718.422         (131.755)  1.586.667 
5.000.000     (18.200.000)  1.040.391 
2.500.000       (2.000.000)  4.016.937 
3.000.000       (1.191.816)  1.808,184 

1.586.607 
1.040.391 
4.016.937 
1.808.184 

TOTAL  APPROPRIATIONS 

0                   0  0 

28.454.937       (1.000.000)  1.295.175 

14.385.000       (5,295.250)  5.787.555 

12.218.422     (21,523.571)  8.452.179 

8.452.179 

• 

NON-APPROPRIATED  ACCOUNTS 
RETAINED  REVENUE/TRUST  ACCOUNTS 

Hearth  Security  *  4000-1001 
Uncomp  Care  Pool  *"  4000-1051 
Labor  Shortage  * '                                4000-1 500 
Phase-In  Program  **"  4000-1003 

0  0 
0  50.528.557 
0  0 
0  0 

0  0 
0  60.914.060 
0  0 
0  0 

0  34.000.000 
0  137.171.000 
0  5.500.000 
0  8.785.338 

34.000.000 
137.171.000 
5.500.000 
8.785.338 

TOTAL  RETAINED  REVENUE 

0                   0  0 

0                   0  50.528,557 

0                   0  60.914.060 

0                   0  185.456.338 

185.456.338 

TOTAL  APPROP  ♦  RET.  REVENUE 

0                   0  0 

28.454.937       (1.000.000)  51.823.732 

14.385.000       (5.295.250)  66.701.615 

12.218.422     (21.523,571)  193,908.517 

193.908.517 

?! 

*  The  health  security  account  is  funded  by  contributions  from  employers  for  the  unemployment  insurance  program  ($16.80). 
*  *  Trust  accounts  are  funded  by  contributions  from  hospitals  for  the  uncompensated  care  and  labor  shortage  programs. 

*  *  *  Phase-in  health  insurance  monies  are  appropriated  into  a  state  trust  fund. 

♦  Please  note:  Monies  not  reverted  or  spent  are  carried  forward  into  the  following  fiscal  year  for  the  accounts  listed. 
Prior  Appropriations  Continued:  FY89  TO  FY90  FY90  TO  FY91 

4600-1050  15.403.647  4600-1050  14.240.391 

4600-1060  6.516,937  4600-1060  3.516,937 

4600-1300  4.000.000 
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C  PERSONNEL 


1.  Historical  FTE  Summary 

See  Attached  Sheet 

2.  Staffing  Requirements 

The  Department  of  Medical  Security  currently  employs  a  small  staff  of  managers  and 
administrative  staff  who  are  responsible  for  implementing  the  statutory  requirements  of  Chapter 
23.  At  this  time,  seven  major  initiatives  have  been  implemented:  Student  Health  Insurance, 
Phase-In  Initiatives,  CenterCare,  Labor  Shortage  Fund,  Uncompensated  Care  Pool,  Health 
Security  Plan,  and  Small  Business  Insurance  Reform.  These  initiatives  represent  the  foundation 
for  Universal  Health  Care.  Our  current  level  of  staffing  is  required  to  efficiently  and  effectively 
manage  these  initiatives. 

3.  Affirmative  Action  Historical  Summary 

See  Attached  Sheet  for  Statistical  Summary 

Accomplishments: 

The  Department  of  Medical  Security  has  maintained  a  commendable  record  with 
regards  to  hiring  and  promoting  women  and  minorities,  in  spite  of  the  fact  that  the  labor 
pool  for  applicants  with  the  required  experience  does  not  support  many  qualified  affirmative 
action  candidates.  Our  positions  require  administrative  expertise  and  experience  in  specialized 
fields  such  as  health  care,  health  program  operations,  hospital  financing,  management  of  the 
uncompensated  care  pool,  and  health  insurance. 

During  the  first  year  of  operation,  our  total  staff  of  17  consisted  of  5  (45%)  women 
managers,  and  2  (66%)  minority  women.  Our  professional  staff  was  comprised  of  3  (100%) 
women,  and  1  (33%)  minority  woman.  Our  para-professional  and  clerical  staff  was  3  (100%) 
women,  and  1  (33%)  minority  woman.  We  promoted  one  woman  within  the  clerical  category 
to  a  higher  position. 

During  our  second  year  of  operation,  we  increased  our  total  staff  to  25,  which  consists 
of  9  (60%)  women  managers,  and  1  (11%)  minority  woman.  Our  professional  staff  is  now 
comprised  of  4  (57%)  women,  with  1  (25%)  minority  woman.  We  recruited  1  minority  male, 
bringing  our  number  of  minorities  in  the  professional  category  to  2  (29%).  We  maintained  our 
para-professional  and  clerical  staff  at  3  (100%)  women  and  1  (33%)  minority  woman.  We 
promoted  one  woman  from  the  professional  category  into  management,  and  one  woman  from 
clerical  into  professional. 
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EOHS  Transition  Document 
Personnel  Form  #3 

DMS  Affirmative  Action  Historical  Summary 


Job 

Males 

Females 

Date  Cat. 

Total 

W 

B    H    A  N 

V     D  W 

B    H    A    N    V  D 

7/1/88       Off.  Adm. 

0 

Prof . 

Para-Prof. 

Of f/Cler. 

Total 

0 

7/1/89      Off.  Adm. 

11 

6 

3 

2 

Prof. 

3 

2 

1 

Para-Prof. 

1 

1 

Of f/Cler . 

2 

1 

1 

Total 

17 

6 

7 

4 

7/1/90      Off.  Adm. 

11 

6 

4 

1 

Prof . 

5 

2 

2 

1 

Para-Prof. 

1 

1 

Of f/Cler. 

3 

2 

1 

Total 

20 

8 

9 

3 

10/31/90  Off.  Adm. 

15 

6 

8 

1 

riOI  . 

"7 

Z 

i 
l 

-j 
j 

J. 

FalTa  —  riOI  • 

1 

X 

Of f/Cler . 

2 

1 

1 

Total 

25 

8 

1 

13 

3 

Projected 

12/31/90  Off.  Adm. 

14 

5 

8 

1 

Prof. 

7 

2 

1 

3 

1 

Para-Prof. 

1 

1 

Of f/Cler. 

2 

1 

1 

Total 

24 

7 

1 

13 

3 

e : eohstran . rpt 


EOHS  TRANSITION  DOCUMENT 
PERSONNEL  FORM  #1 


AGENCY:  DEPARTMENT  OF  MEDICAL  SECURITY 
CONTACT:  SHEILA  R.  MORRISON 

TELEPHONE:  (617)727-8300  13-N0V-90 


STATE  POSITIONS 


7/1/88 

7/1/89 

7/1/90 

10/31/90 

PROJECTED 
12/31/90 

#  MGMT 
PTE's 

AOMIN 
PTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

f  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

0 

0 

0 

11 

6 

0 

17 

11 

9 

0 

20 

15 

10 

0 

25 

14 

10 

0 

24 

FEDERAL  POSITIONS         Not  Applicable 


7/1/88 

7/1/89 

7/1/90 

10/31/90 

PROJECTED 
12/31/90 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

0  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 
FTE's 

ADMIN 

FTE's 

#  DIR  CARE 
FTE's 

TOTAL 

FTE's 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

0 

0 

0 

0 

0 

TOTAL  POSITIONS 


7/1/88 

7/1/89 

7/1/90 

10/31/90 

PROJECTED 
12/31/90 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

t  MGMT 

FTE's 

ADMIN 

FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 

FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 
FTE's 

ADMIN 

FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

#  MGMT 
FTE's 

ADMIN 
FTE's 

#  DIR  CARE 
FTE's 

TOTAL 
FTE's 

0 

0 

0 

0 

11 

6 

0 

17 

11 

9 

0 

20 

15 

10 

0 

25 

14 

10 

0 

24 

13 


D.  CONTRACTS 


1.         Dollars  spent.  #  and  types  of  contracts 

The  Department  of  Medical  Security  currently  monitors  an  active  inventory  of  eighteen  (18)  service 
contracts.  These  contracts  have  a  total  maximum  obligation  of  $68,837371.  To  date,  a  total  of 
$3,496,028  has  been  expended. 


The  contracts  can  be  categorized  as  follows: 


CONTRACT  TYPE 

Number 

Obligation 

Expenditure 

Contractor  Contracts 

8 

$  462,169 

$  119,606 

Maintenance  Contracts 

2 

$  4,550 

$  542 

Benefit  Program  Contracts 

_S 

$68,370,652* 

$3,375,880 

TOTAL 

18 

$68,837371 

$3,496,028 

2.  Printout  of  all  contracts 

Copies  of  three  contract  spreadsheets  are  attached. 

♦  MMARS  Report  638A:  Monthly  inventory  of  service  contracts 

♦  DMS  Report  of  FY  91  Active  Service  Contracts 

♦  DMS  FY  91  Service  Contract  Listing 

3.  Major  RFPs  Expected  for  FY  92 

4600-1050 
4600-1500 
4600-1000 
4600-1300 


4.         Problem  Areas 

♦Included  is  the  health  security  contract  valued  at  $59,642,562.  The  dollars  reflect  contract  commitment 
providing  health  insurance  to  the  unemployed  through  employer  contributions  ($16.80). 


Pool  Utilization  Management 
Labor  Shortage  Initiative  (2) 
Actuarial  Consultation 
Low  Cost  Phase- In  Initiatives 
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HI.       POLICY  AND  PROGRAM  ISSUES 


A.         THE  HEALTH  SECURITY  PLAN:  HEALTH  CARE  FOR  THE  UNEMPLOYED 
BACKGROUND 

Section  9  of  Chapter  23  mandates  the  provision  of  health  insurance  coverage  for  individuals  receiving 
unemployment  benefits  (UI).  On  July  29,  1990,  the  Department  began  providing  this  coverage  through  the 
Health  Security  Plan  (HSP).  DMS  has  contracted  with  John  Hancock  Mutual  Life  Insurance  Company  to 
administer  the  Plan. 

The  goals  of  the  program  are  twofold:  1)  to  provide  Massachusetts  residents  access  to  basic  medical  care 
while  they  are  unemployed;  and  2)  provide  enrollees  security  against  financial  ruin  from  high  medical  expenses. 
We  project  that  the  HSP  will  save  businesses  and  the  state  between  $10  and  $12  million  a  year  as  it  reduces  use 
of  the  hospital  uncompensated  care  pool.  Currently,  hospital  services  for  uninsured  unemployed  workers  and 
their  families  are  charged  against  the  pool  when  the  workers  and  their  families  cannot  afford  to  pay;  under  the 
Health  Security  Act  the  Plan  will  now  pick  up  the  majority  of  these  costs. 

Ultimately,  the  Department  projects  that  an  average  of  15,000  UI  claimants  (or  30,000  individuals 
including  family  members)  will  be  covered  by  the  Plan  at  any  one  time.  This  projection  -  and  the  program 
design  —  takes  rising  UI  claimant  levels  into  account.  Thus  far,  more  than  6,600  individuals  are  receiving 
coverage  under  the  Plan. 

Eligibility 

The  Health  Security  Plan  is  available  to  unemployed  workers  who  meet  three  eligibility  requirements. 
Workers  must: 

►  receive  unemployment  compensation  benefits,  at  least  in  part,  for  employment  by  a 
Massachusetts  employer  subject  to  the  Massachusetts  Employment  Security  Law; 

►  reside  in  Massachusetts; 

*■  have  a  family  income  below  300  percent  of  the  federal  poverty  level-about  $31,000  for  a  family 
of  three--in  the  base  year  on  which  unemployment  benefits  are  calculated. 

Coverage  Options 

Eligible  applicants  may  enroll  in  one  of  two  Health  Security  Plan  options: 

►  The  Direct  Coverage  Plan:  Designed  for  those  who  were  not  insured  in  their  previous  job  or 
who  do  not  want  to  continue  their  previous  coverage,  the  Direct  Coverage  Plan  is  a  self- 
contained  health  insurance  program.  Direct  Coverage  Plan  members  receive  an  HSP  card  from 
John  Hancock  entitling  them  to  receive  services  at  a  health  care  provider  of  their  choice.  There 
is  no  monthly  premium  for  this  plan,  but  most  services  require  co-payments  or  deductibles. 

•>  The  Continuation  Plan:  For  those  who  had  medical  coverage  while  they  were  working  and  who 

now  pay  the  premiums  for  that  coverage  (ie.  COBRA),  the  Continuation  Plan  provides 
reimbursement  for  a  portion  of  those  premiums.  The  reimbursement  amount  is  based  on  the 
applicant's  family  income  in  the  previous  twelve  months  and  on  whether  the  premium  is  for 
family  or  individual  coverage. 
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Access  to  the  Program 


Because  the  Health  Security  Plan  is  for  unemployed  workers,  initial  access  is  through  the  Department 
of  Employment  and  Training's  local  offices.  UI  applicants  and  recipients  are  given  information  kits  containing 
a  description  of  the  program  and  an  application  when  they  go  to  the  local  offices.  As  the  information  kit 
explains,  questions  about  and  applications  for  the  program  go  directly  to  the  Health  Security  Plan  customer 
service  representatives.  This  is  done  primarily  for  reasons  related  to  federal  financing  of  the  UI  program. 
Because  DET  workers  are  paid  with  federal  funds,  there  are  limits  on  the  amount  of  counseling  they  can 
perform  on  non-Federally  funded  programs,  such  as  the  HSP. 

Therefore,  customer  service  for  the  HSP  is  handled  like  most  private  sector  insurance  programs  --  via 
telephone  and  mail  contact  with  a  centralized  customer  service  center  (located  in  Andover).  Participants 
contacting  the  Service  Center  (1-800-367-7781)  reach  a  John  Hancock  employee  trained  to  answer  any  questions 
they  may  have  about  the  HSP. 

Program  Administration 

In  addition  to  providing  prompt  answers  to  all  questions  of  UI  claimants,  enrollees,  and  health  care 
providers  about  the  program,  John  Hancock  staff  working  on  the  Plan  are  also  responsible  for: 

►  determining  initial  and  continued  eligibility  through  regular  contact  with  DET; 

►  administering  managed  health  care  programs  to  ensure  that  services  are  delivered  in  the  most 
appropriate  and  cost-effective  manner; 

►  reviewing  all  claims  for  benefits  and  issuing  payment  when  appropriate. 

The  cost  for  administering  this  program  is  $6.7  million  per  year,  which  is  comparable  to  the  cost  of 
administering  small  group  or  direct  enrollment  programs  in  the  private  sector. 

Program  Costs 

Claim  expenses  are  expected  to  total  $27  million  per  year,  based  on  an  average  enrollment  of  30,000 
individuals.  These  estimates  were  developed  in  conjunction  with  a  consulting  actuary,  and  utilize  the  most  recent 
cost  and  health  care  utilization  data  available  both  in  Massachusetts  and  around  the  country.  An  extensive 
reporting  system  has  been  set  up  by  John  Hancock  so  we  can  track  the  accuracy  of  our  assumptions  on  a  regular 
basis. 


Employer  Contributions 

The  Plan  is  entirely  funded  by  the  unemployment  health  insurance  contribution,  paid  by  employers  to 
the  state  Department  of  Employment  and  Training  in  much  the  same  way  that  the  unemployment  insurance  tax 
is  paid.  Small  businesses  with  fewer  than  6  employees  are  exempt  from  the  contribution. 


Contributions  are  paid  quarterly  at  a  rate  of  0.12  percent  of  the  first  $14,000  in  wages  paid  each  year. 
The  maximum  annual  contribution  is  $16.80  per  employee. 
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The  employer  contributions  are  expected  to  total  $34  million  this  year.  Contributions  after  the  first  two 
quarters  (when  most  of  the  contributions  are  expected  to  be  received)  total  $25.3  million,  putting  us  right  on 
target  for  the  year.  These  funds  can  be  used  only  for  funding  administrative  costs  and  administering  claims 
made  by  enrollees  under  the  Health  Security  Plan. 

PROGRAM  STATUS 

More  than  6,000  applications  for  coverage  under  the  HSP  have  been  received  thus  far,  representing 
roughly  12,000  individuals,  including  dependents.  Enrollment  trends  thus  far  are  relatively  constant: 

Roughly  75%  of  all  applicants  are  accepted  into  the  program.  Most  rejections  occur  because 

applicants  exceed  the  300%  of  poverty  income  limit. 

75%  of  the  applicants  request  coverage  under  the  Direct  Coverage  Plan. 

Applicants  are  fairly  evenly  split  between  individual  and  family  coverage.  This  holds  true  for 

both  coverage  options. 

Roughly  4%  of  the  active  enrollees  are  terminated  every  week,  either  because  they  have 
exhausted  their  UI  eligibility  (and  are  thus  no  longer  eligible  for  the  HSP)  or  because  they 
have  failed  to  "sign"  for  their  UI  check  within  the  last  28  days. 

OUTSTANDING  ISSUES 

There  are  a  number  of  issues  which  must  be  addressed  over  the  coming  year: 

Expanding  Eligibility  Bevond  300%  of  Poverty 

Eligibility  was  limited  to  300%  of  poverty  for  the  first  year  as  a  cost-containment  measure.  At  this  level, 
over  80%  of  previously  uninsured  UI  recipients  are  eligible  for  coverage.  We  are  interested  in  expanding 
eligibility  to  some  higher  income  cap,  such  as  350%  or  400%  of  poverty. 

Introduction  of  Premiums 

Expanded  eligibility  obviously  comes  at  some  cost,  however.  The  Health  Insurance  Contribution 
requirement  currently  stands  at  0.12%  of  the  first  $14,000  in  income,  or  a  maximum  of  $16.80/employee  per 
year.  Since  the  inflation  adjustment  provided  for  under  the  law  doesn't  take  place  until  1993,  we've  chosen  to 
assume  that  the  Unemployment  Health  Insurance  pool  will  remain  relatively  constant  at  $34  million  per  year. 

In  order  to  maintain  the  level  of  benefits  and  expand  eligibility,  we  are  considering  requiring  participants 
to  contribute  a  portion  of  the  cost  of  the  program.  We  recognize  that  the  precarious  financial  situation  of  our 
enrollees  precludes  us  from  expecting  too  great  a  contribution.  Actual  fees  would  therefore  likely  be  set  on  a 
sliding  scale,  with  those  falling  under  200%  of  the  poverty  line  exempted  from  any  contribution  requirement 

The  most  straightforward  means  of  collecting  this  premium  is  to  deduct  it  directly  from  a  participant's 
UI  check.  Given  the  high  turnover  and  retroactive  nature  of  UI,  standard  insurance  billing  and  collection 
procedures  don't  make  sense.  If  UI  eligibility  were  verified,  then  HSP  coverage  would  be  extended  and  the 
premium  amount  deducted  as  the  UI  check  is  issued.  Naturally,  the  premium  would  only  be  deducted  from 
those  electing  to  participate  in  the  program. 

A  federal  waiver  would  be  required  before  premium  deductions  of  this  type  could  be  initiated.  DMS 
is  currently  working  with  DET  to  prepare  a  formal  waiver  request  for  this  deduction.  Our  target 
implementation  date  for  premium  deductions  is  October,  1991. 
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The  Rising  Unemployment  Rate  in  Massachusetts 


HSP  eligibility  and  benefits  criteria  were  designed  to  handle  a  much  higher  UI  claimant  load.  We 
projected  that  by  June,  1991,  the  52  week  moving  average  of  the  UI  claimant  load  would  roughly  equal  120,000. 
The  current  level  is  109,000,  and  is  increasing  at  a  rate  slower  than  that  required  to  reach  the  120,000  rate.  For 
that  reason,  we  should  end  up  with  some  surplus  at  the  end  of  the  fiscal  year  that  can  be  used  in  FY92. 

One  factor  which  might  reduce  this  surplus  is  DET's  anticipated  switch  to  "extended"  UI  benefits  in 
February  or  March.  Extended  UI  benefits  would  increase  the  average  length  of  time  an  enrollee  participates 
in  the  HSP,  and  thus  raise  the  program  costs  in  the  last  two  quarters  of  the  fiscal  year. 
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B.         HOSPITAL  UNCOMPENSATED  CARE  POOL 


BACKGROUND 

The  uncompensated  care  pool  was  conceived  in  1985  as  a  mechanism  to  distribute  equitably  across 
hospitals  the  financial  burden  of  bad  debt  and  free  care.  The  pool  was  funded  through  a  surcharge  on  hospital 
bills  paid  primarily  by  businesses  insuring  their  workers. 

During  legislative  deliberations  around  Chapter  23,  the  business  community  and  others  expressed 
concern  that  the  pool  had  grown  by  more  than  50  percent  to  nearly  $325  million  in  1988.  Business  leaders  were 
particularly  troubled  by  the  fact  that  about  60  percent  of  the  pool  went  to  pay  hospitals  for  bad  debt,  with  just 
40  percent  remaining  to  pay  for  free  care  for  the  poor  and  uninsured.  These  bad  debt  costs  --  representing 
nearly  $200  million  alone  in  1988  —  included  payments  for  patients  who  are  insured  but  do  not  pay  their 
insurance  copayments  or  deductibles.  Chapter  23  addressed  this  issue  by  capping  —  and  over  time  reducing  -- 
the  private  sector's  contribution  to  the  pool  and  holding  the  state  responsible  for  any  bad  debt  and  free  care 
costs  in  excess  of  this  cap.  At  the  same  time,  the  Department  of  Medical  Security  was  given  the  authority  and 
responsibility  for  managing  this  pool  that  in  the  past  had  gone  unscrutinized. 

POOL  MANAGEMENT 

The  Department  has  undertaken  an  aggressive  management  program  to  contain  uncompensated  care 
costs  while  guaranteeing  access  to  care  for  low  income  people. 

Audit.  The  Department  is  nearing  completion  of  an  audit  of  the  pool  for  1988.  We  expect  that  the 
liability  of  the  pool  for  1988  will  be  reduced  by  almost  $30  million  because  of  these  audits  --  a  return 
on  the  cost  of  the  audit  of  over  35  to  1.  Audit  adjustments  for  1988  represent  almost  ten  percent  of 
reported  uncompensated  care.  This  constitutes  a  significant  improvement  over  1987,  the  year  prior  to 
the  Department's  assumption  of  pool  responsibilities,  when  adjustments  totaled  about  $14M,  an 
adjustment  rate  of  about  five  percent. 

Field  work  for  the  audit  of  the  pool  for  1989  is  almost  complete.  We  anticipate  audit  adjustments  for 
1989  to  be  $37M  to  $39M. 

Bad  Debt  Performance  Standards.  Upon  assuming  responsibility  for  the  uncompensated  care  pool,  the 
Department  found,  like  the  business  community,  that  the  levels  of  bad  debt  in  hospitals  were 
unacceptably  high.  The  Department  also  learned  that  while  virtually  all  hospitals  had  followed  the  letter 
of  existing  bad  debt  regulations  —  i.e.  sending  out  the  required  number  of  bills  and  collection  notices  - 
-  actual  quality  of  collection  efforts  varied  tremendously.  Indeed,  several  Massachusetts  hospitals  tailed 
to  collect  more  than  20  percent  of  what  they  were  owed  by  private  parties.  The  fact  that  there  were 
comparable  hospitals  with  default  rates  of  less  than  four  percent  told  us  that  substantial  improvement 
was  possible. 

The  Department's  solution  to  this  problem  was  to  give  each  hospital  a  target  level  of  bad  debt  as  of 
October  1,  1989.  These  targets  which  represent  the  most  the  pool  would  pay  for  bad  debt  ire 
based  on  the  actual  level  of  bad  debt  found  in  the  top  sixty  percent  of  hospitals  with  the  most  effective 
collection  operations.  The  targets  also  put  hospitals  on  a  level  playing  field  by  adjusting  for  the  income 
and  insurance  status  of  each  hospital's  patients.  In  other  words,  a  hospital  with  more  poor  and 
uninsured  patients  is  rightfully  allowed  a  higher  level  of  bad  debt  than  a  hospital  with  primanU  wealthy 
and  insured  patients.  The  Department's  analysis  of  factors  affecting  the  amount  of  bad  debt  at  hospitals 
actually  considered  all  factors  cited  by  the  hospital  community  as  factors,  though  the  Department 
determined  that  most  factors  other  than  the  income  and  insurance  status  of  patients  had  no  real  ctfect. 
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The  Department  estimates  that  the  bad  debt  performance  standards  will  result  in  savings  of  between 
$40  and  $55  million  annually  relative  to  projected  pool  costs.  At  present,  after  one  year,  approximately 
forty  percent  of  the  hospitals  have  met  their  bad  debt  standard.  We  expect  most  hospitals  will  be  able 
to  satisfy  them  within  the  next  year  with  reasonable  improvements  in  collection  efforts. 

The  Department's  adoption  of  the  bad  debt  performance  standards  has  resulted  in  movement  away 
from  intrusive  regulations  and  towards  performance  monitoring,  giving  the  hospitals  considerably  more 
flexibility.  The  state  no  longer  tells  hospitals  how  many  bills  they  have  to  send  out  or  how  many  phone 
calls  to  patients  they  have  to  make.  Instead,  hospitals  are  held  accountable  to  the  level  of  performance 
of  their  peers  and  are  allowed  to  decide  themselves  how  best  to  achieve  those  goals. 

Access  Protection.  When  establishing  the  bad  debt  standards,  the  Department  recognized  that  more 
aggressive  collection  efforts  by  hospitals  would  mean  that  additional  protections  are  necessary  for 
patients  who  truly  cannot  afford  to  pay  their  medical  bills.  It  is  not  only  unfair  to  patients  to  ask  them 
to  pay  bills  that  they  cannot,  but  also  unfair  to  hold  hospitals  accountable  for  bills  that  are  uncollectible. 

Previously,  all  patients  with  family  income  under  two  times  the  federal  poverty  level  had  been  eligible 
for  free  care  for  their  entire  hospital  bills.  Effective  October  1,  1989,  the  Department  changed  these 
requirements  so  that  certain  patients  with  income  above  twice  the  poverty  level  would  be  eligible  for 
free  care  for  a  portion  of  their  bills  based  on  ability  to  pay.  The  Department  also  eased  the  paperwork 
requirements  for  hospitals  to  establish  patients'  eligibility  for  free  care. 

COSTS  OF  UNCOMPENSATED  CARE 

Attached  is  a  chart  showing  uncompensated  care  costs,  savings  projections  and  the  estimated  state 
liability  for  hospital  fiscal  years  1988  through  1991. 

It  is  especially  important  to  note  that,  despite  the  greatly  increased  savings  in  1990  and  1991  from  the 
bad  debt  performance  standards,  the  Commonwealth's  liability  to  the  pool  is  likely  to  exceed  $50M  in  each  year. 

FUTURE  INITIATIVES 

The  Department  is  currently  developing  several  management  initiatives  both  to  control  further  the  costs  of 
uncompensated  care,  thereby  reducing  the  state's  liability  to  the  pool,  and  to  ensure  the  delivery  of  appropriate  and 
effective  care. 

Effective  and  meaningful  management  of  costs  associated  with  the  uncompensated  care  pool  is  ideally 
accomplished  on  a  prospective  basis.  This  approach  requires  both  the  collection  and  analysis  of  reliable  data  regarding 
the  use  of  the  pool  (e.g.,  patient  demographics  and  diagnostic  information)  and,  based  on  such  data,  specific  program 
interventions  designed  to  control,  monitor,  manage,  and  evaluate  that  utilization. 

The  Department's  specific  management  initiatives  include  the  following: 

Data  Collection/Analysis.  Reliable  data  specific  to  patients  whose  care  is  written  off  to  the  pool  is  virtually 
nonexistent  since  hospitals  have  not  been  required  to  report  such  data  on  an  individual  claims  basis  in  order  to 
be  reimbursed  from  the  pool.  Consequently,  the  various  data  sources  and  studies  available  to  the  Department 
either  use  "proxy"  measurements  or  focus  on  identifiable  subsets  of  hospital  data,  both  of  which  permit  us  to 
make  only  limited  assumptions  about  the  demographic  and  diagnostic  characteristics  of  this  patient  population. 

Clearly,  confirmation  of  these  assumptions  is  critical  if  we  are  to  proceed  in  a  meaningful  way  with  further 
efforts  to  control  pool  costs,  and  to  provide  justification  for  the  efforts  we  undertake.  Such  verification  can  only 
be  accomplished  by  obtaining  actual,  patient-specific  data  from  hospitals  on  claims  which  are  written  off  to  the 
uncompensated  care  pool. 


29 


Toward  this  end,  the  Department  is  revising  its  present  regulations  to  require  hospitals  to  maintain  and  submit 
certain  detailed  information  to  the  Department  for  each  claim  for  reimbursement  from  the  pool.  The 
Department  is  also  working  with  the  Rate  Setting  Commission  in  an  effort  to  standardize  the  reporting 
requirements  for  the  two  agencies.  It  is  expected  that  the  finalization  and  enforcement  of  revised  reporting 
requirements  will  result  in  the  provision  of  more  accurate  data. 

Anecdotal  information  indicates  that  the  ability  of  hospitals  to  comply  with  these  reporting  requirements  is 
variable,  depending  upon  their  present  internal  recordkeeping  and  systems  capabilities;  therefore,  some  initial 
resistance  to  this  change  is  anticipated.  However,  the  procedures  we  intend  to  mandate  are  consistent  with  those 
required  by  all  other  third-party  payors  and,  on  that  basis,  should  not  be  considered  unreasonable. 

In  the  interim,  the  Department  intends  to  proceed  with  the  implementation  of  utilization  management  programs, 
based  on  the  best  available  data,  while  continuing  to  pursue  and  analyze  new  data  sources,  recognizing  that 
modifications  will  be  necessary  as  more  reliable  data  becomes  available. 

Utilization  Management.  The  application  of  traditional  utilization  review  processes  to  the  uncompensated  care 
pool  offers  the  opportunity  not  only  to  capture  reliable  data  regarding  the  utilization  patterns  of  pool  patients, 
but  also  to  assure  that  pool  funds  are  expended  only  for  medically  necessary  and  appropriate  care.  Those 
patients  whose  care  is  currently  written  off  to  the  pool  represent  the  only  major  non-utilization-controlled 
population  remaining  in  the  state.  As  such,  there  exists  great  potential  for  significant  impact  both  in  terms  of 
improving  the  effectiveness  and  quality  of  the  services  provided,  and  in  terms  of  cost  savings.  Clearly,  where 
services  are  medically  unnecessary,  capable  of  being  rendered  in  less  intensive  or  less  expensive  settings,  or  are 
reimbursable  by  another  payor,  the  uncompensated  care  pool  should  not  pay  for  them.  A  system  of  utilization 
management  for  the  pool  is  essential,  and  is  consistent  with  the  practices  of  all  other  major  third  party  payors. 


The  Department's  initial  efforts  to  identify  and  manage  medical  services  which  are  being  reimbursed  by  the  pool 
will  focus  on  three  major  areas:  review  of  an  identified  subset  of  the  pool  population;  extension  of  review  to 
the  larger  pool  population;  and,  development  of  a  network  of  alternative  care  settings  for  patients  and/or 
population  groups  whose  care  needs  do  not  require  an  acute  hospital  setting. 

1.  Review  of  a  subset  of  the  pool  population  will  focus  on  General  Relief  (GR)  recipients,  who  are  readily 
identifiable  upon  admission  to  an  acute  hospital  and  whose  characteristics  are  probably  most  similar  to  the 
Medicaid  population,  which  is  already  subject  to  utilization  management.  This  review  will  be  accomplished  via 
an  interagency  service  agreement  with  the  Department  of  Public  Welfare,  which  will  amend  an  existing  Medicaid 
contract  that  DPW  has  in  place  with  a  private  utilization  review  vendor.  The  GR  population  will  be  subject  to 
the  same  utilization  controls  which  now  apply  to  Medicaid  patients,  which  include  screening  for  the 
appropriateness  of  the  admission,  a  second  surgical  opinion  program,  and  case  management  to  ensure  timely 
and  effective  discharge.  It  is  expected  that  this  "pilot"  program,  which  should  be  ready  for  implementation  early 
in  1991,  will  yield  useful  data  and  experience  to  enable  the  Department  to  expand  these  review  activities  to  the 
larger  pool  population. 

2.  In  looking  toward  such  expansion,  the  Department  is  studying  the  feasibility  of  implementing  a  review 
program  that  will  focus  on  high  cost  admissions,  the  rationale  being  that  a  discrete  number  and  type  of 
admissions  account  for  the  highest  pool  expenditures.  Such  high-cost  case  management  is  currently  conducted 
by  most  major  payors,  and  has  resulted  both  in  impressive  savings  and  in  more  effective  patient  care  However, 
case  management  necessarily  focuses  only  on  a  limited  group  of  hospital  admissions,  and  is  generallv  offered 
as  a  component  of  an  overall  utilization  management  program  that  includes  preadmission  and  admission  review, 
second  surgical  opinion  requirements,  concurrent  review,  and  discharge  planning,  all  of  which  are  intended  to 
identify  and  address  all  but  the  most  complex  and  problematic  hospital  admissions.  Since  the  special 
characteristics  and  considerations  peculiar  to  the  overall  pool  population  are  not  yet  known,  it  may  be  more 
prudent,  and  more  effective,  to  implement  a  comprehensive,  traditional  utilization  management  program  which 
includes  high-cost  case  management  as  an  important  component.  This  question  is  still  under  review 
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3.  Finally,  since  utilization  controls  essentially  divert  admissions  and/or  discharges  to  alternative  settings,  a 
critical  task  is  to  ensure  that  such  settings  are  in  place  and  are  available  to  pool  patients.  Toward  that  end,  the 
Department  is  identifying  and  meeting  with  providers  who  render/could  render  such  services,  including  acute 
and  subacute  rehabilitation  care,  skilled  medical/nursing  care,  and  combined  subacute  medical/accommodations 
services  for  the  homeless.  These  alternatives  must  be  available  in  order  for  any  utilization  management  program 
to  be  effective,  and  in  order  to  assure  that  access  to  health  care  is  not  compromised  for  patients  whose  care  is 
paid  for  by  the  pool. 
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C        SMALL  BUSINESS  INSURANCE  REFORM 


BACKGROUND 

Section  11(1)  of  Chapter  118F  of  the  Massachusetts  General  Laws  directs  the  Department  to  study  the 
small  business  health  insurance  market  "and  to  recommend  and  develop  initiatives  and  strategies  to  improve  the 
availability  and  reduce  the  relative  cost  of  health  insurance  for  small  businesses."  The  Department  undertook 
such  a  study,  and  released  the  results  in  January  of  1990.  In  March  the  Department  held  eight  hearings  around 
the  state  where  members  of  the  public  addressed  the  results  of  the  study. 

The  Department  began  discussing  the  small  business  health  insurance  market  with  a  group  of 
representatives  from  small  businesses,  commercial  insurers,  HMOs,  and  Blue  Cross/Blue  Shield  in  April  of  1990. 
These  representatives  comprise  the  Small  Business  Advisory  Board  (SBAB).  Within  the  SBAB,  a  smaller  groups 
meets  regularly  to  discuss  the  more  technical  aspects  of  insurance  reform.  This  sub-group  includes  experts  from 
the  industry  as  well  as  the  Department's  own  consulting  actuary. 

The  Department,  in  conjunction  with  the  SBAB,  is  developing  a  legislative  proposal  to  reform  the  small 
business  health  insurance  market.  The  proposal,  which  applies  to  groups  with  between  two  and  twenty-five 
members,  seeks  to  address  concerns  which  have  been  voiced  by  small  businesses  and  insurers  alike.  All  parties 
agree  that  the  cunent  market  structure  leads  to  unstable  insurance  rates  and  inefficient  switching  of  carriers 
while  insurance  remains  unavailable  to  many  of  those  with  the  greatest  health  care  needs.  The  proposal  is 
designed  to  create  greater  stability  in  the  market  and  improve  access  to  insurance  while  controlling  costs. 

THE  NEED  FOR  INSURANCE  REFORM 

The  small  business  health  insurance  market  is  plagued  by  problems  in  three  areas:  rating,  availability, 
and  stability. 

Rating.  Small  businesses  pay  20-30%  more  on  average  than  large  businesses  for  health  coverage. 
Increased  use  of  demographic,  experience,  and  duration  rating  means  that  older  and  sicker  groups  must 
pay  substantially  more  for  health  coverage  than  other  small  businesses.  A  single  event  for  one  individual 
in  a  group  can  lead  to  dramatic  increases  in  insurance  premiums  for  the  entire  group. 

Availability.  Medical  underwriting  in  the  small  group  market  generally  prevents  individuals  with  a 
history  of  medical  problems  from  obtaining  health  insurance  from  any  carrier  other  than  Blue 
Cross/Blue  Shield  and  some  HMOs.  Even  those  joining  Blue  Cross/Blue  Shield  may  be  subject  to 
waiting  periods  and/or  coverage  limitations.  Much  of  the  competition  within  the  small  business 
insurance  market  is  based  upon  avoiding  high  risk  groups,  rather  than  controlling  the  costs  of  providing 
care  to  those  groups. 

Stability.  Small  groups  with  good  health  histories  receive  favorable  rates  when  they  decide  to  purchase 
insurance.  Over  time  they  experience  large,  unanticipated  rate  increases.  These  increases  send  them 
searching  for  lower  cost  coverage  through  another  carrier.  This  "churning"  in  the  market  increases 
administrative  expenses  and  drives  up  costs. 
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THE  OBJECTIVES  OF  REFORM 


The  Department  believes  that  the  problems  in  the  small  group  health  insurance  market  can  be  solved. 
The  Department  has  identified  a  number  of  objectives  which,  if  reached,  will  address  the  problems  of  rating, 
availability,  and  stability.  These  objectives  are: 


*  Insurance  rates  must  be  at  a  level  which  covers  the  risk  assumed  by  carriers,  but  does  not  price 
small  groups  with  high  risks  out  of  the  market. 

>  Small  groups  must  have  access  to  a  range  of  insurance  alternatives. 

►  No  person  should  be  tied  to  a  specific  job  because  his  or  her  health  status  would  prevent  him 
or  her  from  obtaining  adequate  health  coverage  through  another  employer. 

*■  Insurers  should  have  means  available  to  protect  them  from  the  consequences  of  carrying  a 

disproportionate  number  of  high  risk  cases. 

*  Employers  should  have  a  strong  incentive  to  purchase  insurance  ahead  of  time,  rather  than  to 
buy  only  when  an  employee  needs  health  care. 

*■         Coverage  must  be  affordable  and  prices  must  be  reasonable  even  for  those  with  high  health 
costs. 

*■  The  industry  must  not  face  excessive  dislocation  as  necessary  changes  in  the  insurance  market 

are  put  into  effect. 

CONCLUSION 

Out  of  the  Department's  discussions  with  interested  parties  have  come  a  number  of  proposed  solutions 
to  the  problems  currently  facing  the  small  business  market.  The  Department  has  consolidated  these  suggestions 
into  a  single  proposal  which  is  currently  being  considered  by  the  SBAB.  On  some  issues,  consensus  has  been 
reached,  while  other  issues  are  not  yet  resolved. 

The  Department  is  optimistic  that  it  can  develop  a  compromise  position  which  will  address  the  needs 
of  the  small  business  health  insurance  market.  One  source  of  this  optimism  is  the  agreement  by  all  parties  that 
something  must  be  done,  and  it  must  be  done  quickly.  In  addition,  there  is  broad  support  for  the  general 
objectives  of  the  reform  proposal.  Although  the  Department  does  not  expect  all  interested  parties  to  agree  to 
every  aspect  of  the  reform  proposal,  it  does  believe  that  it  has  addressed  the  issues  of  primary  importance  to 
all  concerned. 

The  Department  continues  to  meet  with  the  SBAB  and  the  technical  sub-committee  in  order  to  work 
out  the  details  of  the  small  business  health  insurance  proposal.  Once  the  final  issues  are  resolved,  the 
Department  intends  to  draft  legislation  which  embodies  the  compromises  worked  out  within  the  SBAB.  The 
Department  expects  to  formally  present  the  reform  legislation  before  the  end  of  this  year. 
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D.        PHASE-IN  PROGRAMS 


BACKGROUND 

The  cost  and  availability  of  health  insurance  to  small  business  have  emerged  as  critical  concerns  for  both 
the  business  community  and  government  in  Massachusetts.  The  substantial  majority  of  businesses  in 
Massachusetts  are  small.  Eighty-five  percent  of  the  160,000  Massachusetts  firms--or  more  than  four  in  every 
five  firms-employs  less  than  20  workers;  56  percent  employs  four  or  fewer  workers.  Moreover,  these  numbers 
are  growing:  of  the  10.5  million  net  new  jobs  created  nationwide  between  1980  and  1986,  64  percent  were  in 
firms  with  fewer  than  100  employees. 

At  the  same  time  surveys  indicate  that  the  rate  of  insurance  coverage  declines  as  the  size  of  the  firm 
decreases.  While  virtually  all  businesses  with  100  or  more  employees  offer  health  insurance  to  their  employees, 
only  78  percent  of  the  businesses  with  10  to  24  employees  and  46  percent  of  businesses  with  less  than  10 
employees  do.  In  statewide  terms,  this  translates  into  approximately  68,000  Massachusetts  businesses  with  less 
than  25  employees  that  do  not  insure  their  workers. 

For  their  part,  small  employers  charge  that  they  experience  more  difficulty  obtaining  health  insurance 
for  their  employees  than  large  businesses.  Moreover,  when  they  do  obtain  it,  they  face  more  restrictions  and 
greater  expense.  This  view  has  been  underscored  in  the  extensive  conversations  that  the  staff  of  the  Department 
of  Medical  Security  has  had  with  small  business  people  across  the  state  over  the  last  two  years. 

The  phase-in  initiatives  were  established  to  test  different  approaches  to  providing  health  insurance  to 
uninsured  small  businesses,  without  regard  to  health  status  and  at  premiums  which  are  comparable  to  those 
available  to  large  business.  The  Department's  approach  is  to  test  plans  which  are  both  affordable  and  attractive 
to  consumers  and  cost-effective  to  business  and  the  State.  Finally,  these  programs  are  designed  to  gauge  price 
sensitivity  in  the  small  business  sector. 

Costs  and  Projected  Enrollment 

The  Department  has  sufficient  funds  to  insure  approximately  10,000  people  in  the  phase-in  initiatives 
through  the  end  of  fiscal  year  (FY)  1991.  The  Department  has  contracted  with  health  maintenance 
organizations  (HMOs)  and  insurance  companies  in  two  rounds  of  phase-ins.  In  the  first  round,  five  contracts 
were  signed  for  comprehensive  insurance  plans,  targeted  primarily  to  businesses  with  less  than  25  employees. 
These  include: 


For  the  second  round,  the  Department  is  negotiating  contracts  for  insurance  plans  with  premiums  that 
are  based  on  the  level  of  contribution  required  of  employers  in  1992.  The  Department  has  placed  S 1  -  ^  million 
in  a  trust  fund  to  support  these  contracts  by  subsidizing  premiums,  sharing  risk  with  insurers,  and  supporting 
administrative  and  development  costs. 


►John  Hancock  Mutual  Life  Insurance 
►Neighborhood  Health  Plan 
►Health  New  England 
►Fallon  Community  Health  Plan 
►Central  Massachusetts  Health  Care 


Essex  County 
Greater  Boston 


Western  Mass 
Central  Mass 
Central  Mass 
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Both  rounds  target  small  businesses  (defined  as  having  less  than  25  employees)  that  have  not  insured 
their  workers  in  the  previous  year.  Employers  participating  in  the  phase-ins  must  agree  to  contribute  between 
50  and  70  percent  of  the  cost  of  the  premium.  In  addition,  they  must  reside  in  the  plan's  service  area.  This 
project  provides  the  State  with  the  opportunity  to  test  alternative  means  of  providing  health  insurance  to  the 
employees  and  owners  of  small  businesses. 

Implications 

The  phase-in  initiatives  were  established  as  part  of  the  universal  health  care  law  in  response  to  the 
demands  of  the  small  business  community.  Small  employers  and  their  representatives  argued  that  they  would 
purchase  health  insurance  at  the  same  rate  as  large  employers  if  products  were  available  to  them  at  comparable 
rates  and  without  the  restrictions  that  small  groups  face.  At  the  same  time,  they  argued  that  voluntary 
incentives,  such  as  the  phase-in  initiatives,  would  alleviate  the  need  for  government  mandates.  Once  the  barriers 
of  cost  and  access  were  removed,  small  businesses  would  begin  to  purchase  insurance  for  their  workers  at  the 
same  rate  as  large  businesses  currently  do. 

In  setting  up  the  phase-in  programs,  the  Department  ensured  that  these  conditions  were  met:  premiums 
are  comparable  to  those  available  to  large  businesses,  and  coverage  is  available  without  regard  to  health  status. 
In  essence,  the  phase-in  programs  replicate  the  market  in  which  large  employers  currently  purchase  their  health 
insurance-that  is,  less  expensive  products  with  no  restrictions- and  test  small  business  willingness  to  buy  under 
these  circumstances. 

Nonetheless,  enrollment  has  been  slow.  Several  reasons  may  account  for  the  slow  pace  of  enrollment: 

►  Definition  of  "affordability"  for  small  business.  Under  the  universal  health  care  law,  the 
standard  of  affordability  for  small  business  is  measured  against  what  large  groups  pay. 
Specifically,  a  product  is  affordable  to  small  business  to  the  extent  its  rates  approximate  those 
charged  to  large  business.  This  definition  may  need  refinement  given  the  slow  enrollment  in 
these  programs.  As  described  below,  the  Department  is  developing  low-cost  products  for  small 
business  which  should  provide  a  useful  point  of  comparison  in  gauging  the  level  of  price 
sensitivity  in  this  market. 

►  Perceived  viability  of  the  programs  by  different  insurers.  The  relative  success  of  certain 
phase-in  programs,  most  notably  the  John  Hancock  program  in  Essex  County,  demonstrates 
the  importance  of  commitment  on  the  part  of  individual  insurers  to  these  programs.  Clearly, 
where  commitment  has  been  high,  enrollment  has  been  steady  and  even  strong.  Marketing 
strategies  have  been  creative,  and  employers  have  seemed  satisfied  with  the  programs.  Where 
commitment  has  been  less  strong  on  the  part  of  insurers,  marketing  has  not  been  vigorous  and 
enrollment  results  have  been  weak. 

►  Condition  of  the  economy.  The  instability  of  the  economy  over  the  past  year  has  affected  small 
business  decisions  to  control  their  costs  and  to  assume  new  ones.  This  has  undoubtedly 
affected  decisions  to  purchase  health  insurance. 

*■  New  programs  need  time.  New  products,  whether  they  are  public  or  private  in  nature,  require 
an  adequate  amount  of  time  to  become  saturated  in  the  market,  to  become  part  of  the  public's 
consciousness.  The  phase-in  programs  have  only  been  on  the  market  for  six  months.  It  may 
simply  be  a  matter  of  giving  them  sufficient  time  to  begin  selling. 
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Future  Steps 


The  first  six  months  of  experience  with  the  phase-in  programs  suggest  important  steps  for  the  coming 
year.  These  include: 

►  Development  of  low-cost  products  for  small  businesses.  As  described  above,  one  of  the  goals 
of  the  phase-in  initiatives  is  to  measure  price  sensitivity  in  the  small  business  health  insurance 
market.  The  first  round  of  phase-ins  made  fairly  rich,  comprehensive,  benefit  packages 
available  to  the  small  business  owner.  Even  though  these  products  run  on  average  between 
15  and  25  percent  less  than  what  may  otherwise  be  available  to  small  employers,  they 
nonetheless  constitute  a  significant  cost  to  the  newly-insuring  employer. 

The  development  of  low-cost  products  for  these  businesses  will  offer  an  important  alternative. 
Given  the  rising  cost  of  health  insurance  more  generally,  and  its  impact  on  small  business 
specifically,  these  products  will  bring  health  insurance  into  the  reach  of  people  who  could  not 
otherwise  afford  it.  In  addition,  it  will  afford  the  Department  the  opportunity  to  measure  the 
success  of  these  low-cost  programs,  compared  to  the  comprehensive  programs  already  in 
place,  and  to  more  effectively  gauge  price  sensitivity  in  this  market. 

*■  Expanded  promotional  activities.  The  Department  has  invested  in  marketing  and  promotional 

activities  for  the  phase-in  programs  over  the  past  six  months.  Given  this  experience,  it  intends 
to  initiate  an  expanded  range  of  promotional  activities  over  the  coming  year.  These  include: 

♦  Enhanced  telemarketing.  Experience  with  the  John  Hancock  phase-in  program  on  the 
North  Shore  has  demonstrated  the  value  of  strong  outbound  telemarketing  activity 
combined  with  a  direct  sales  presence.  Over  the  past  two  months,  John  Hancock  has 
worked  with  Telemarketing  Systems,  Inc.,  a  firm  specializing  in  outbound 
telemarketing  to  develop  leads  and  close  sales.  The  results  have  been  impressive: 
during  the  months  of  October  and  November,  John  Hancock  has  almost  doubled  its 
total  enrollment.  The  Department  is  working  to  expand  these  efforts  to  other  areas 
served  by  the  phase-in  initiatives. 

♦  Expanded  radio  advertising.  Our  limited  experience  with  radio  advertisements  in  the 
Greater  Boston  and  Springfield  regions  suggests  this  activity  should  be  expanded  as 
well.  Both  the  Neighborhood  Health  Plan  and  Health  New  England  have 
experimented  with  this  form  of  advertising  and  have  expressed  interest  in  expanding 
its  use.  Experience  in  other  states,  principally  through  the  Robert  Wood  Johnson 
Foundation  demonstration  projects  for  small  businesses,  suggests  this  is  a  useful 
avenue  for  reaching  small  businesses.  For  its  part,  the  Department  has  received  on 
average  ten  calls  a  day  from  small  business  during  the  periods  when  radio  spots  were 
running.  Even  when  unable  to  enroll  them  in  a  phase-in  program,  the  Department 
has  advised  businesses  of  their  options  and  made  referrals  where  possible. 

►  Linkages  with  chambers  of  commerce  and  small  business  associations.  Another  avenue  the 
Department  is  pursuing  involves  the  development  of  partnerships  with  local  chambers  of 
commerce  and  small  business  associations.  Because  these  organizations  are  involved  in 
providing  health  insurance  to  their  members,  the  Department  is  trying  to  hook  them  into  the 
phase-in  programs  as  one  possible  alternative  to  what  they  can  currently  offer. 

In  particular,  Health  New  England  has  signed  a  contract  with  six  chambers  of  commerce  to 
market  this  program  to  their  members.  The  chambers  have  faced  escalating  costs  and  increasing 
restrictions  on  the  products  they  are  able  to  offer  their  members  in  the  past  year.  As  a  result,  they  are 
very  interested  in  being  able  to  offer  a  new,  less  expensive  product  to  their  membership.  This  is  a  good 
example  of  where  small  business  interests  coincide  with  those  of  the  Department. 
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Another  small  business  membership  organization  is  in  the  process  of  negotiating  a  contract  with 
the  Neighborhood  Health  Plan  for  marketing  services.  The  Massachusetts  Businessman's  Association 
(MBA),  one  of  the  State's  largest  small  business  membership  organizations,  emphasizes  direct  sales  and 
would  undoubtedly  be  an  asset  in  this  effort. 

»  Evaluation  of  the  phase-in  initiatives.  At  the  same  time  as  we  are  marketing  these  programs, 

the  Department  has  begun  to  systematically  collect  information  on  the  kinds  of  members  and 
businesses  which  are  joining,  as  well  as  their  utilization  experience.  Among  the  questions  these 
programs  will  help  answer  are:  Will  small  group  employers  and  their  employees  be  willing  to 
buy  programs  that  have  either  not  been  available  to  them  at  all  or  only  available  at  excessive 
prices?  What  is  the  health  status,  claims  experience,  and  cost  of  insuring  the  presently 
uninsured?  And,  which  programs  are  most  effective  in  providing  coverage  to  the  uninsured? 
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E.  CENTERCARE 


BACKGROUND 

The  Department  of  Medical  Security  implemented  the  CenterCare  managed  care  program  in  May 
1989.  At  the  present  time,  CenterCare  offers  primary  health  care  services  to  low-income  uninsured  individuals 
and  families  through  twenty-three  (23)  independently  licensed  community  health  centers. 

Description  of  the  Program: 

The  program  has  three  major  objectives: 

♦  To  manage  the  health  care  of  potential  users  of  the  hospital  uncompensated  care  pool  in  a  low- 
cost  setting; 

♦  To  identify  uninsured  people  and  where  they  work  so  that  community  health  centers,  as  part 
of  our  phase-in  initiatives,  can  begin  to  link  their  patients  with  other  insurance  options;  and 

♦  To  encourage  the  provision  of  primary  care  in  a  neighborhood  setting, 
thereby  decreasing  the  cost  of  emergency  care  at  hospitals. 

Under  the  CenterCare  program,  health  centers  receive  an  ambulatory  capitation  for  enrolling  and 
serving  uninsured  individuals  with  incomes  at  or  below  200  percent  of  the  federal  poverty  level.  In  return  for 
the  prepaid  capitated  rate,  health  centers  provide  all  primary  care  services  for  which  the  health  center  is  an 
eligible  Medicaid  provider.  These  include,  but  are  not  limited  to,  the  following  services:  medical,  medical 
specialty,  mental  health,  laboratory,  radiology,  and  pharmacy  services. 

Currently  6,261  individuals  are  enrolled.  A  profile  of  CenterCare  participants  shows  that: 

♦  Thirty-six  percent  (36%)  are  children  under  the  age  of  18; 

♦  Sixty-two  percent  (62%)  of  the  participants  are  females; 

♦  Of  the  2,814  female  enrollees  over  the  age  of  18,  forty-two  percent  (42%)  are  single  mother 
head  of  households; 

♦  The  average  family  income  is  $155  per  week; 

♦  Almost  two-thirds  (61%)  of  the  adults  are  employed;  and 

♦  Seven  percent  (7%)  of  employed  participants  indicate  that  they 
cannot  afford  the  health  insurance  offered  by  their  employer. 

Costs  to  Date  and  Projections  for  FY  1991: 

In  FY  89,  for  the  initial  two  months  of  the  program,  $  141,540  was  expended  for  enrollment  at  the  $35 
per  enrollee  per  month  capitated  rate.  In  FY  90,  due  to  budget  cutbacks,  the  program  was  capped  at  $1,200,000 
with  payments  at  the  rate  of  $100,000  per  month.  As  a  result,  the  $35.00  capitated  rate  was  pro-rated  each 
month  depending  on  the  number  of  total  enrollees.  To  date  in  FY  91,  the  Department  has  again  had  to  pro- rate 
the  capitation  payment  for  July  -  October  payments,  for  an  outlay  of  $400,000.  Due  to  current  available  funds, 
it  is  anticipated  that  payments  for  the  months  of  November  1990  through  June  1991  will  again  reflect  payments 
of  the  full  $35.00  rate  for  a  total  projected  FY  91  cost  of  $2,417,000. 
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Uncompensated  Care  at  Community  Health  Centers: 

Historically,  the  unique  network  of  community  health  centers  in  Massachusetts  have  been  a  financially 
accessible  health  care  resource  for  a  large  portion  of  the  state's  uninsured  residents.  Community  health  centers 
increasingly  deal  with  critical  health  care  problems  such  as  infant  mortality,  AIDS  and  substance  abuse  in  the 
community,  In  previous  years,  the  state  has  assisted  the  health  centers  by  providing  appropriated  funds  to  cover 
the  costs  of  providing  uncompensated  care. 

In  FY  90,  the  Department  paid  $3  million  in  appropriated  funds  to  the  28  independently-licensed 
community  health  centers  in  the  state  for  a  portion  of  the  $5.3  million  expended  by  health  centers  for 
uncompensated  care  and  in  FY  91,  just  under  $2.4  million  in  appropriated  funds  was  paid  to  health  centers  of 
the  $6.5  million  expended  by  them.  The  cost  of  uncompensated  care  for  hospital  licensed  centers  is  subsidized 
by  the  affiliated  hospital. 

CenterCare  in  the  Future:   Implications  of  Managed  Care  for  Low  Income  Uninsured 

The  Department  views  capitated  managed  care  programs  at  community  health  centers  as  viable  low  cost 
alternatives  to  hospital  uncompensated  care.  Programs  such  as  CenterCare  ensure  access  to  primary  care  for 
low  income  uninsured;  allow  for  reasonable,  small  co-payments;  and  provide  health  coverage  for  those  who 
cannot  afford  to  buy  insurance  or  pay  large  out-of-pocket  expenses  in  deductibles  and  co-payments. 

In  FY  92,  the  Department  proposes  to  address  the  issue  of  uncompensated  care  at  community  health 
centers  through  an  expansion  of  the  CenterCare  program  to  serve  approximately  9500  low  income  uninsured 
individuals  in  this  capitated  managed  care  program.  The  Department  will  work  closely  with  health  centers  on 
ways  to  enhance  their  ability  to  manage  care  such  as  strengthening  the  relationships  between  hospitals  and 
health  centers.  Technical  Assistance  regarding  the  design  and  administration  of  an  efficient  managed  care 
program  will  be  provided  to  the  Community  Health  Centers  by  the  Department  and  the  Massachusetts  League 
of  Community  Health  Centers. 
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LABOR  SHORTAGE  INITIATIVE 


BACKGROUND 

The  Department  of  Medical  Security  (DMS),  under  the  authority  of  Section  83  of  Chapter  23  of  the 
Acts  of  1988,  (as  amended)  is  charged  with  the  responsibility  to  develop  and  finance  programs  that  address  labor 
shortages  facing  hospitals.  The  Department  is  authorized  to  fund  programs  to,  among  other  things,  train  health 
care  workers;  develop  career  ladders  for  the  health  care  professions;  and  provide  child  care  opportunities  and 
support  at  hospitals  and  other  health  care  faculties.  These  programs  are  funded  through  an  assessment  on  each 
acute  care  hospital  equal  to  one-tenth  of  one  percent  of  the  hospital's  gross  patient  service  revenues  (GPSR). 

PROGRAM  DESCRIPTION 

To  implement  the  initial  phase  of  the  Labor  Shortage  Initiative,  DMS  joined  with  the  Department  of 
Employment  and  Training  (DET)  and  the  Industrial  Services  Program  (ISP).  DMS  administers  the  Labor 
Shortage  Initiative  on  a  statewide  basis.  The  Industrial  Services  Program  assists  DMS  by  responding  to  hospital 
closings  and  conversions  to  serve  laid-off  hospital  workers  through  the  provision  of  state-wide  re-employment 
assistance,  basic  and  training  services  and  job  placement.  DET,  through  an  Inter-governmental  Service 
Agreement  (ISA),  administers  training  and  education  programs  on  the  local  level  through  the  Service  Delivery 
Areas  (SDAs).  SDA  administration  includes  contract  management;  programmatic  and  fiscal  monitoring  and 
reporting. 

CONTRACT  AWARDS 

In  response  to  the  Labor  Shortage  Initiative  (LSI)  Request  for  Proposals  (RFP)  of  May  24,  1990,  fifty- 
seven  (57)  proposals  were  submitted  to  DMS.  Twenty-eight  (28)  proposals  were  approved  for  funding  by  the 
Commissioner.  Programs  began  in  fall,  1990. 

BIDDERS  APPROVED  FOR  FUNDING 

All  recipients  of  funding  were  either  hospitals,  bidders  who  demonstrated  direct  collaboration  with 
hospitals  or  bidders  who  documented  hospitals  as  direct  beneficiaries  of  the  proposed  programs. 
GEOGRAPHIC  AREAS 

All  Health  Service  Areas  (HSAs)  are  served  by  the  programs  approved  by  the  Commissioner  of  DMS. 

CATEGORIES  OF  PROGRAMS  AND  TARGET  POPULATIONS 

A  variety  of  program  categories  were  approved  for  funding.  These  include  ADN,  LPN,  RN,  Allied 
Health,  Midwifery,  Recruitment,  ESL,  Adult  Basic  Education,  Articulation  and  Child  Care.  These  programs 
are  directed  toward  upgrading  and  retaining  current  workers,  as  well  as  attracting  new  workers;  in  particular, 
under-  and  unemployed,  low  income  and  minority  target  populations. 


CHILD  CARE  PROGRAMS 

Six  (6)  hospitals  were  funded  for  the  establishment  of  child  care  programs. 
RANGE  OF  DOLLARS  AND  TOTAL  DOLLARS  A  WARDED 

The  range  of  awards  is  from  $15,500  -  $300,000.  The  amount  approved  was  approximately  $2.7  million. 


RECIPIENTS  OF  AWARDS 


The  attached  chart  presents  a  list  of  recipients  of  awards  for  programs  for  the  initial  round  of  the  Labor 
Shortage  Initiative. 

PHASE  Z- 

The  second  phase  of  the  Labor  Shortage  Initiative  was  implemented  on  October  L5,  1990  with  the 
release  of  a  specialized  RFP  targeted  to  Perinatal  Health  Care  Providers.  The  major  goal  of  this  RFP  is  to 
increase  the  supply  and  retention  of  perinatal  health  care  providers  to  serve  pregnant  women  at  risk  in 
underserved  areas  of  the  state.  One  million  dollars  ($1,000,000)  has  been  earmarked  for  this  critical  labor 
shortage. 

PHASE  3 

The  third  phase  of  the  Labor  Shortage  Initiative  will  be  implemented  on  December  14,  1990  with  the 
scheduled  release  of  the  next  general  RFP.  Based  upon  the  anticipated  amount  of  funds  to  be  collected, 
approximately  four  million  dollars  (  $4,000,000)  will  be  available  to  fund  education,  training  and  child  care 
programs  in  spring  of  1991. 
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LABOR  SHORTAGE  INITIATIVE 
RECIPIENTS  OF  AWARDS:  INITIAL  ROUND 


BIDDER/PROGRAM 

Anna  Jacques  Hospital 
Child  Care 

Beth  Israel  Hospital 
ESL/Mulncuaural 

Boston  Health 
and  Hospitals 
Midwifery 

Bristol  Community 

College 
Patient  Care 
Assistant,  Licensed 
Prep  Prog  LPN  Fast 
Track  and 
Articulation 

Brockton  Hospital 
Pre-Nursing  Training 

Bunker  Hill 
Community  College 
ESL/Phlebotomy 


Bunker  Hill 
Community  College 
LPN-RN  Upgrade 

Bunker  Hill 
Community  College 
Radiology 

Cape  Cod  Community 
College 
Articulation 


Cambridge  Hospital 
Child  Care 


GEOGRAPHIC  AREA 

North  Shore/ 
Merrimack  Valley 

Greater  Boston 
Greater  Boston 

Bristol  County 


Greater  Brockton 

Greater  Boston 
Metro  North 

Metro  North 
Greater  Boston 

Greater  Boston 
Metro  North 

New  Bedford/Cape  Cod 
Cambridge 


HOSPITALS  SERVED 
Anna  Jacques 


Beth  Israel 
Children's 

Boston  City 


Sturdy  Memorial 
Sl  Luke's 
SL  Anne's 
Chariton 


Brockton 


Beth  Israel 
University 

Brigham  A  Women's 
N.E,  Medical  Center 
Cambridge 
Mass.  General 

Brigham  <fc  Women's 
Boston  City 
ML  Auburn 

Brigham  A  Women's 
Mass.  General 
NJEL  Medical  Ctr 

Cape  Cod 
Jordan 
SL  Luke's 
Falmouth 
Tobey 

Cambridge 
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LABOR  SHORTAGE  INITIATIVE 
RECIPIENTS  OF  AWARDS:  INITIAL  ROUND 
Page  Two 


BIDDER/PROGRAM 

Central  Mass. 
AHEC 
H.S.  Career 
Exploration 

Endicoa  College 
Recruitment 

Greenfield 
Community  College 
RN 

Hofy  Family  Hasp 
OfT  Skills  Training 

Local  285,  SEW 
Multi-focus 


Mass.  Bay 
Community 

College 
Articulation 


GEOGRAPHIC  AREA 
Southern  Worcester 

Southern  Essex/ 
North  Shore 

Franklin/Hampshire 

Merrimack  Valley 
Statewide 

Metro  Southwest 


HOSPITALS  SERVED 
UMass  Medical  Center 


Maiden 
Beverly 

Cooley- Dickinson 
Franklin  Med.  Or 


Holy  Family 


Boston  City 
Framingham  Union 
HUkntst 

North  Adams  Reg 
Framingham  Union 


Mass.  Bay  Metro  Southwest 

A  Med.  Or 
College 

Nuclear  Medicine 


Waltham  Weston  Community  Community  Hospital 

Beth  Israel 
Framingham  Union 
Mass.  General 
Newton  Wellesley 
Norwood 


Melrose/Wakefield 
Child  Care 

Mount  Wachusett 
Community  College 
LP  N  Upgrade 

Newton  Wellesley 
Hospital 
ABE 


Melrose  and  Vicinity 
Northern  Worcester 


Metro  Southwest 


Melrose-Wakefield 

Athol  Memorial 

Leominster 

Burbank 

Newton-Wellesley 
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LABOR  SHORTAGE  INITIATIVE 
RECIPIENTS  OF  AWARDS:  INITIAL  ROUND 
Page  Three 


BIDDER/PROGRAM 

Quincy  Junior 
College 
RN/ADVP 

Salem  Hospital 
Child  Care 

SL  Elizabeth's 
Hospital 
Child  Care 


GEOGRAPHIC  AREA 
Boston 

North  Shore 
Boston/Brighton 


HOSPITALS  SERVED 
Brigham  A  Women's 

Salem  Hospital 
SL  Elizabeth's 


SJL  Technical 

Institute 
Part-time  LPN 

Springfield 
Technical  Community 

College 
Career  Ladder 
AD  N  Upgrade 


University  Hospital 
Child  Care 

DMA /Donahue 
Institute 

Re-entry  RN/ESL 

UMA  Medical  Center 
Health  Asst 


Brockton 
Bristol 

South  Coastal 
Hampden  County 


Boston 


Hampden  and  Hampshire 


Southern  Worcester 


Brockton 

Goddard  Memorial 
Cardinal  Cashing 

Bay  State  Med.  Or 

Providence 

Hofyoke 

Noble 

Ludlow 

Mercy 

Wing  Memorial  Hosp  and  Medical  Or 
University 


Mercy 


UMass  Medical  Center 
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G.        STUDENT  HEALTH  INITIATIVE 


BACKGROUND 

Section  22  of  Chapter  23  of  the  Acts  of  1988,  G.L.C.15A,  s.7B,  requires  all  full-  and  three  quarter-time 
students  enrolled  in  public  or  independent  institutions  of  higher  education  in  the  Commonwealth  to  participate 
in  a  qualifying  student  health  insurance  plan.  At  the  school's  option,  the  statute  allows  students  to  waive 
participation  in  the  school's  qualifying  student  health  insurance  plan  if  the  students  have  comparable  coverage 
through  another  source.  Section  22  directs  the  Department  of  Medical  Security  (DMS),  with  the  advice  and 
consent  of  the  Board  of  Regents  (BOR),  to  implement  these  requirement  through  regulations  defining  qualifying 
student  health  insurance  programs. 

The  requirements  for  mandating  student  participation  in  health  insurance  programs  were  included  in 
Chapter  23  because  the  legislature  believed  that  1)  large  numbers  of  students  had  no  health  insurance  and  2) 
these  uninsured  students  were  frequent  users  of  costly,  hospital  emergency  room  care,  at  considerable  expense 
to  the  uncompensated  care  pool. 

The  Department's  principle  goal  in  establishing  the  program  in  September  1989  was  to  enable  students 
to  obtain  basic  health  insurance  protection  at  a  reasonable  cost.  The  Department  did  not  attempt  to  design  a 
single,  comprehensive  plan  for  all  students  at  all  schools.  Instead,  recognizing  that  schools  have  offered  widely 
divergent  health  insurance  programs  to  their  students,  the  Department  sought  to  bring  all  plans  up  to  an 
acceptable  minimum  level  of  benefits  and  into  compliance  with  existing  legal  requirements. 

2.  Basic  Benefits 

The  basic  benefits  and  benefit  levels  of  a  qualifying  student  health  insurance  program  are  described  in 
regulation  117  CMR  3.00.  They  include: 

♦  Inpatient  hospital  coverage  including  room  and  board,  hospital  services  and  physician 
services  are  covered  at  80%.  Surgery  is  covered  at  80%  up  to  $5000  for  each  surgical 
procedure. 

♦  Outpatient  coverage  for  expenses  incurred  in  physician  offices,  hospital  outpatient 
departments  or  emergency  rooms,  clinical  labs  and  radiological  facilities  are  covered 
at  80%  of  the  charges  up  to  $1500  per  illness  or  injury.  In  an  emergency,  use  of  an 
ambulance  is  covered  up  to  $125  per  illness  or  injury. 

♦  A  maximum  liability  of  $25,000  per  illness 

♦  Also  included  are  all  state  mandated  benefits,  including  mental  health,  alcohol  and  drug 
abuse  and  maternity  care  coverage. 

3.  Program  Status 

As  a  result  of  this  initiative: 

♦  In  the  Spring  of  1990,  there  were  286,323  students  required  to  participate  in  a  qualifying  student 
health  insurance  plan. 
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♦  Thirty-six  percent  or  102,889  of  those  required  to  participate  are  enrolled  in  an  institution 
sponsored  student  health  insurance  plan. 

♦  The  average  premium  cost  for  school  year  1989-90  for  an  individual  health  insurance  plan  was 
$274.  The  average  premium  cost  for  students  with  families  was  $923. 

4.         Next  Steps 

This  year,  the  Department  of  Medical  Security  plans  to  work  with  BOR  and  school  representatives  to 
evaluate  schools'  claims  experience  to  ensure  that  a  balance  between  affordability  and  reasonable  coverage  is 
maintained.  In  the  future,  DMS  is  looking  to  promote  managed  care  plans  and  identify  other  methods  of 
maintaining  affordability  of  coverage.  DMS  also  wants  to  define  a  menu  of  different  types  of  qualifying  plans 
from  which  schools  and  students  may  choose. 
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